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This is the third tinme in three years | have
visited with the | eadership of EEI. | appreciate the
I nvitation and President Montoya's graci ous
I ntroduction. And, now that the Comm ssion has gone on
record with what it perceives to be the next (but
probably not the last) big phase of whol esal e
el ectric restructuring — regional transm ssion
organi zations — | need not spend our tine together
this norning trying to persuade you that change is
com ng or why, or that the industry should support a

particular vision of the 21st century power nmarket, or
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that the Commi ssion is determned to follow through
with the fundanental propositions underlying O der No.
2000. You can read that order and the proverbial tea

| eaves as well as | can. In fact, | submt to you that
what the Conmm ssion is working so hard to acconplish in
this matter is pretty straightforward; we want a

cl earer organization, a greater degree of transparency,
and a crisper pace within a restructuring process that
Is at |east as nmuch driven by market forces, fuel
prices, technology, reliability concerns, and corporate
consolidation, as it is by regulatory policy. W
cannot afford to wait for federal |egislation, although

it would be hel pful.

Post - Order No. 2000, the Comm ssion is engaged in
an adm nistrative process -— a kind of
once-in-a-lifetinme offer — that |eaves anple
opportunity for transm ssion owners and ot her narket
participants to put their region-specific fingerprints

on the market structures of the future and to hasten an
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evol utionary process that | feel will only get nore

pai nful financially the nore tine it takes. You and |
-- utilities and the FERC — are both comm tting

consi derabl e resources to this effort, I know. The
dynam c conpetitive environnent we are creating is
challenging and will prove to be rife with both risk
and reward. As | stand here today, however, | feel

li ke we are kindred souls in the sense that conpetition
and politics may make | ane ducks out of all of us. But

that's all right if the public interest gets served.

Looki ng around at the changi ng ranks of nmanagenent
In the investor-owned community and the diversity of
Vi ews you espouse on things like RTGs, it would be
fruitless for ne to try to convince you that, of all
the potential courses of action the Conm ssion m ght
have selected in advancing the public's interest in
reliable and reasonably priced electric power, it
sel ected exactly the right one. | like it but that's

besi de the point. The EEl nenbership has nultiple
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perspectives on Order No. 2000 and what can be done
with it. This is both predictable and appropriate,
gi ven the choi ces bei ng nade by your conpanies in

t oday' s busi ness environnent. Back in 1993 when |
first joined the FERC, neither you nor | probably
expected to wtness this divergence of opinion anong

utilities. But here we are.

This norning, rather than rummage through the
details of our RTO policies, | want to make sone
general observations and then take questions. First,
| et me assure you that the Conmm ssion does not have its
eyes W de shut about the risks inherent in this
transition, about the difficulties faced in sone
regi ons preserving constructive relationships with
state agencies that see "local" utility assets
mgrating into the broader conpetitive market, about
t he often-daunting prospect of abandoni ng guaranteed
rates of return for conpetition. W understand the

com ng battles over market share and the escal ating
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demands of risk managenent, the requirenents of the
digital econony and the craziness on Wall Street with

i nvestors fleeing value stocks for the dot-coms. W
do not di scount concerns about maintaining or enhancing
shar ehol der value during a tinme of transition when
uncertainty may tend to depress stock values. Nor are
we blind to the conplexities of redepl oying assets out
of the vertically integrated structure with which we

are so fam|li ar.

The choices for you may be difficult but at | east
they are increasingly obvious. | find that, even
within the ranks of 10Us, it nmakes a difference if one
views the future fromthe | SO oriented Northeast or
West, the transo-focused Sout heast, or the "AC/ DC
m ddl e of the country. Those who prize having both the
managenent and ownership of transm ssion in one entity
and that see the notivation for business perfornmance,
profit optim zation, and transm ssion expansion as the

basic driver for successful grid managenent wll face
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their toughest challenges: tineliness and scope of the
organi zational effort; making a real commtnent to
reliability over other considerations; and success in
stroking i nvestnent bankers and the tax code. Should
we sinply sell our transm ssion, spin-off to

sharehol ders, PO joint venture, or forman unbrella

LLC?

On the other hand, those who value speed in
devel opnent, stakehol der input, regional collaboration,
reliability, and circumavigating the nost troubl esone
aspects of the tax laws — in other words, an
| SO — face distinctly different challenges: including
how to gather a nultiplicity of existing conpanies,
mar ket participants, and other parties under one tent,
wi t h wor kabl e governance and coherent busi ness and
operational plans; how to address sone serious
credibility issues when it cones to escaping the
I nfl uence of state self-interests; how to notivate

managenent to nmaxim ze efficiency and m nim ze costs;
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how to attract capital and expand the grid where
necessary; and how to reduce start-up costs. In every
I nstance, |eaders of these efforts will confront the
strategic self-interest of neighboring utilities, the
pl ans of state regulators, and the FERC. They nust
address how the change inperative affects their own
conpany cultures and how to ensure that their own

enpl oyees not only survive but prosper. Is that enough

for you? Frankly, it nmakes one's brain hurt.

You can do it! The Conm ssion truly wants you —-
meani ng the market — to nmake those deci sions,
naturally within the netes and bounds of the public
policies we have laid out. The Comm ssion has put its
cards on the table and it is tine the industry rolled
over a few of its own. These are nonths of historic
| nportance for your business and, whether they realize
It or not, for Anmerican energy consuners. Although we
still see utilities whose affiliates are benefitting

fromopen markets within existing 1SOs while they
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circle the wagons in their own service territories,

t hese conpanies are, fortunately, dimnishing in
nunber. | have always found their credibility in
advi si ng agai nst aggressi ve pronotion of conpetitive
regi onal markets across the country to be extrenely

| ow. Because, since Order No. 888, there is no | onger
a single QU view of the future of the electric

busi ness, transm ssion probably |acks the strategic

| nportance it once had. Wth nmerchant generation,
power marketing and brokering, power exchanges, risk
managenent services, and end-use power sellers loose in
the land, a free-standing transm ssion industry is no

| onger sheer fantasy. It is now a public necessity.

In short, | believe that any delay in taking steps
t o manage transm ssion as a separate business |Iine and
to deal with the consequences of that reality wll
pl ace sharehol der value in jeopardy. W nust both —-
regul ator and regul ated conpany -- think strategically.

We nust both nmake tinely noves. |t takes | eadershinp.
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| know you have it. Replay the generation divestiture
phenonenon in your heads for a nonent. | won't ask how
many of you thought John Rowe was one taco short of a
conbi nation plate when he placed all of NEES

generation on the block. It was an historic first nove
t hat changed even the regional market. O course, no
good deed goes uncopi ed and we m ght reasonably expect
that the potential for sales of utility assets well

above book value will evaporate sooner or |ater.

So, | amurging you to confront and help nold the
I nevitable. Bul k power conpetition is comng to the
grid nearest you! Wat | am hearing about the
participation of investor-owned utilities in our RTO
col | aborative sessions is not only encouraging, but
often downright startling. |In nearly every region,
transm ssion owners are in effect saying to us, let's
wor k out how we can get this done. Public power is
knocki ng on the door. Consuner and environnental

groups are getting involved. And even our flagship
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federal utilities (BPA in particular) are thinking
about their markets and operations very differently
than they were only a year or two ago. Nearly 1500

hi gh-1 evel participants have attended our first four
wor kshops and the di scussi ons have been frank but, nost
of all, pragmatic and goal -oriented. For better or

wor se, ny expectations for Cctober and beyond are

rising!

You m ght neverthel ess ask, wll the Conm ssion
wal k the walk as well as talk the talk. W are
chal l enged -— by our own objectives and by you — to
perform \Wen a staff witness cranks out a credible
DCF anal ysis that yields an equity return of 10% or
| ess, you may find we have our own credibility problem
Naturally, rewards follow actual risks when it cones to
setting returns. DCF takes real market risks and
capital costs into account. |Its use in a non-RTO

environnent is an acceptable way to capture the
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financial challenges of normalcy. But, in Oder No.
2000, we acknow edge that what we're asking is not
run-of-the-m || efficiency inprovenents or corporate
change. This is a rule for a fundanental transition to
a better market structure. So, when we offered pricing
reform we neant it. Wen you argued that grid
expansi on or other relief for congestion nay be needed,
we heard you. We will expect you to devel op regional
mar kets that are big enough and efficiently controll ed
to meet the standards of our order, but we are also
prepared to pronote markets that are supported by
financially viable transm ssion entities and adequate
physical plant. There is no reason that transm ssion
can't be a viable, even a growth, industry. Efficiency

and reliability and the public interest command it.

What we want in return, even in regions where
| SOs -— those RTO wannabes — now operate, is a
commtnent to real action. W are not interested in

changes that are just increnental steps |aden wth



Edison Electric Institute, Washington, D.C., March 30, 2000 -12-

prom ses for the distant future. | have heard it often
and | do expect that smaller RTGOs will grow into bigger
ones. Moreover, | do think that, at least in theory,

"seans" solutions can add transparency and elimnate
barriers in even the nost gerrynmandered RTO based
market. But, unless |I mss ny guess, the Comm ssion
wll find it very hard to bet on the cone, at |east not
wi thout firmplans and comm tnents that nmake the
conpetitive future of the bulk power market clearly a

| arge, efficient, transparent, and barrier free narket

envi ronnent.

In the final analysis, for the agency to make the
judgnents that you and other market participants and
the econony itself need us to nmake, the industry nust
work with us, explain its chall enges and i npedi nents,
listen to our concerns, and then act as boldly as it
can. First and forenost, it nust show us an RTO To
nmy way of thinking, those who really step forward on a

tinely basis will be rewarded, by the Conm ssion to a
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first novers the greatest conpensation.

Thank you.
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